BUSI 2002 – Final Exam Review

Short-Answer Questions

	a.
	The Jones Company awarded 200,000 stock options to its executives on January 2, 20x5. The value of the options at the time they were awarded was $320,000. The options can be exercised any time after January 1, 20x7 and expire on December 31, 20x7. During 20x6, 30,000 options were forfeited because one of the executives resigned her position. At the end of 20x5, the company estimated that 20,000 options would be forfeited. What is the total amount of compensation expense relative to the stock options for the year ended December 31, 20x6?




	b.
	You are a publicly accountable entity and provide an incentive program to your customers for the first time in 20x6. For each dollar of sales, each customer earns one point. Once a customer obtains 10,000 points, they receive a 70% off coupon for purchases of up to $100 (i.e. if they purchase $100 of goods, they only pay $30 – assume that when customers redeem 10,000 points, that they will spend exactly $100). It is estimated that 60% of points will be redeemed. 

In 20x6, total sales were $16,000,000 (these do not include any sales made through the incentive program) and a total of 4,600,000 points were redeemed.

What total sales revenues will you report for the year ended December 31, 20x6? What will the deferred revenue balance be at December 31, 20x6?




	c.
	On January 2, 20x2, an entity grants 200 cash share appreciation rights (SARS) to each of its 400 employees, on condition that the employees remain in its employ for the next two years.  During 20x2, 30 employees leave. The entity estimates that a further 20 will leave during years 20x3. During 20x3, 25 employees leave. At the end of 20x3, 175 employees exercise their SARs. The remaining employees exercise in 20x4 and 20x5.

The entity estimates the fair value of the SARs at the end of each year in which a liability exists as shown below. At the end of 20x3, all SARs held by the remaining employees vest. The intrinsic values of the SARs at the date of exercise (which equal cash paid out) at the end of year 20x3 are shown below.


	
	
	
	Fair 
	Intrinsic 
	

	
	
	Year
	value 
	value 
	

	
	
	20x2
	$32.50 
	
	

	
	
	20x3
	38.90 
	$35.00
	

	
	
Prepare a T-Account for the SAR Liability and show how the balance at December 31, 20x3 is calculated. 



	(d)
	A publicly accountable entity issues convertible bonds on December 31, 20x0 for total proceeds of $9,800,000. The bonds have a face value of $10,000,000, have a coupon rate of 5.6% (payable every six months) and mature in 15 years. Similar bonds were trading to yield 6% on December 31, 20x0. On January 2, 20x6, 40% of the bond issue is converted into common shares. What would be the increase  the common stock account on the date of the bond conversion?




	(e)
	Redbird Ltd. offers its customers a 3-year warranty on all products sold.  Redbird estimates warranty costs to be 4.50% of sales for each year.

Selected sales and warranty return information for the most recent 3-year period follow (the year-end date for Redbird Ltd. is December 31st):

	Year
	Sales
	Actual Warranty Returns

	20x6
	$950,000
	$28,950

	20x7
	$875,000
	$36,375

	20x8
	?
	$24,110



The balance in the Warranty Liability account on January 1, 20x6 was $22,175 (cr.), and the balance on December 31, 20x8 after posting the Warranty Expense and Warranty Returns for 20x8 was $51,990 (cr.). Based on this information what were the sales for 20x8?



	(f)
	An entity in the oil industry causes contamination but cleans up only when required to do so under the laws of the particular country in which it operates. One country in which it operates has had no legislation requiring cleaning up, and the entity has been contaminating land in that country for several years. At December 31, 20x0 it is virtually certain that a draft law requiring a clean-up of land already contaminated will be enacted shortly after the year-end. Does this give rise to a provision at December 31. Explain.






	(g)
	The ASPE Company is a private company that has adopted ASPE standards. The ASPE company has a defined benefit plan. Data relating to the plan for the current year is as follows:

	
	

	
	
	Defined benefit obligation, beginning of the year
	$6,800,000
	

	
	
	Defined benefit obligation, end of the year
	7,500,000
	

	
	
	Plan assets, beginning of the year
	4,600,000
	

	
	
	
	
	

	
	
	Current service cost
	1,300,000
	

	
	
	Benefits paid to retirees
	850,000
	

	
	
	Actual return on plan assets
	550,000
	

	
	
	Discount rate used for the defined benefit obligation
	6%
	

	
	
	
	
	

	
	Assuming that the ASPE Company uses the immediate recognition approach, calculate the pension expense for the year. (5 marks)




Question 1 – Employee Benefits 

The Van Veeteren company, a publicly accountable company, operates a defined benefit pension plan for its employees. It has opted to carry all actuarial gains and losses in accumulated other comprehensive income. Data relating to the pension plan for the year ended December 31, 20x6 are as follows:
	Balances related to pension plan at December 31, 20x5:
	

	    Defined benefit obligation
	$85,000,000

	    Pension plan assets
	62,000,000

	    Accumulated OCI - Actuarial losses
	14,000,000 dr.

	
	

	Current service cost for 20x6
	6,500,000

	Contributions to pension plan made on December 31, 20x6
	10,000,000

	Benefits paid to retired employees on December 31, 20x6
	5,700,000

	Discount rate 
	5%

	Expected rate of return on plan assets
	7%

	
	

	Balances at December 31, 20x6:
	

	    Defined benefit obligation
	$87,500,000

	    Pension plan assets
	76,000,000



Required – 

a.	Reconcile the opening to ending balances of the defined benefit obligation and plan assets.
b.	Prepare all journal entries relating to the pension plan for the year ended December 31, 20x6.




Question 2 - Leases

The Munster Corporation, a publicly accountable corporation, leased an oil tanker from the Leakfree Tanker Company on December 31, 20x1. The oil tanker would normally sell for $75,000,000 if it were purchased outright. The lease term is 20 years and the useful life of the tanker is 25 years. The tanker’s unguaranteed residual value at the end of the lease term is $25,000,000 and was taken into account by the lessor in the calculation of the annual lease payment. The interest rate implicit in the lease is 8%. At the end of the lease term, Munster must return the tanker to Leakfree. There is no purchase option.

In addition to the annual lease payment, Munster will pay Leakfree an annual fee of $750,000 to cover the maintenance of the Tanker. The first lease payment along with the annual maintenance fee are due on the signature of the lease on December 31, 20x1.

Required – 

a.	Calculate the lease payment.
b.	How will this lease be classified by Munster?
c.	Assume the lease is classified as a finance lease. Prepare all journal entries related to the lease for the years ended December 31, 20x1 through to December 31, 20x2.



Question 3 - EPS

Rivera Ltd. reported net income of $13,500,000 for the year ended December 31, 20x5. The following information is available:

•	there were 3,000,000 common shares outstanding at December 31, 20x5

•	the company has a convertible bond issue outstanding with the following characteristics:
	Face Value
	$10,000,000

	Coupon Rate
	5.6%

	Yield to maturity on date of issue
	4.8%

	Interest payment dates
	June 30 and Dec 31

	Bonds mature on
	June 30, 20x12

	
	

	Bond conversion ratio – each $1,000 bond is convertible into 40 common shares. 



•	the company has a convertible, cumulative preferred share issue of $25,000,000 paying a dividend of 5%. There are 100,000 shares outstanding. The conversion ratio is 2 common shares for each preferred share. As at December 31, 20x5, the preferred dividends are in arrears 3 years.

•	also outstanding are 200,000 noncumulative preferred shares in the amount of $10,000,000. The stated dividend on these preferred shares is 7%. The dividends on these shares were declared in 20x5.

•	the following common share transactions took place during the year:
	April 1 – Issue
	200,000 shares

	June 1 – 2:1 split
	

	October 1 – Shares retired and cancelled
	50,000 shares



•	the company has two series of stock options outstanding:
· Series G: 400,000 options, exercise price $12*
· Series H: 150,000 options, exercise price $22*

•	the average market price of the company’s stock in 20x5 was $18*
		* these have already been adjusted for the effect of the June 1 stock split

•	the tax rate is 40%

•	all convertible share conversion ratios are adjusted in the case of a stock split or stock dividend.

Required – 

Calculate all relevant EPS numbers for the year ended December 31, 20x5.
Question 4  - Accounting for Income Taxes

The Hillier Corporation’s income tax related balances on its December 31, 20x5 statement of financial position were as follows:

	Deferred income tax asset
	$105,840

	
	

	Deferred income tax liability
	588,000



The deferred income tax asset is comprised of a loss carry forward. The deferred income tax liability was generated by the difference between the net book value and the undepreciated capital cost of the firm’s property, plant and equipment. The undepreciated capital cost balance at December 31, 20x5 was $2,800,000.

The following information is available for the year ended December 31, 20x6:

	Net income before taxes
	$3,600,000

	Depreciation expense
	560,000

	CCA
	400,000

	Entertainment expenses
	120,000

	Dividends received from taxable Canadian corporations
	35,000



Some property, plant and equipment was disposed of during the year. The asset was sold for proceeds of $300,000 and the net book value of the asset on the date of sale was $450,000. There were no additions to PPE during the year.

An expense of $360,000 was incurred during the year. Although this expense was deducted in arriving at net income before taxes, it will only be deductible for tax purposes in 20x7.

The tax rate in effect at December 31, 20x5 was 42%. The tax rate in effect for the year ended December 31, 20x6 and future years is 40%.

Required – 

Calculate the current and deferred portions of income tax expense for the year ended December 31, 20x6. Assume that the Hillier Corporation is a publicly accountable entity.


[bookmark: _GoBack]Question 5 – Accounting Changes
Described below are four independent and unrelated situations involving accounting changes. Each change occurs during 20x5 before any adjusting entries or closing entries were prepared. Assume the tax rate for each company is 40 percent in all years. 

a. 	Fleming Home Products introduced a new line of commercial awnings in 20x4 that carry a one year warranty against manufacturer's defects. On the basis of industry experience, warranty costs were expected to approximate 3 percent of sales. Sales of the awnings in 20x4 were $3,500,000. Accordingly, warranty expense and a warranty liability of $105,000 were recorded in 20x4. In late 20x5, the company's claims experience was evaluated and it was determined that claims were far fewer than expected: 2 percent of sales rather than 3 percent. Sales of the awnings in 20x5 were $4,000,000 and warranty expenditures in 20x5 totaled $91,000. The journal entry to record warranty expense at the 3% rate was made for 20x5.

b. 	On December 30, 20x1, Rival Industries acquired its office building at a cost of $1,000,000. It has been depreciated on a straight-line basis assuming a useful life of 40 years and no residual value. However, plans were finalized in 20x5 to relocate the company headquarters at the end of 20x12. The vacated office building will have a residual value at that time of $700,000. Depreciation expense for 20x5 based on the original estimates has been recorded.

c. 	Hobbs-Barto Merchandising, Inc. changed inventory cost methods to Weighted Average from FIFO in 20x5 for both financial statement and income tax purposes. The company uses a periodic inventory system. The year end inventory account has not yet been adjusted. Inventory values are as follows:

	
Inventory balances at…
	Weighted
Average
	
FIFO

	December 31, 20x4
	$560,000
	$610,000

	December 31, 20x5
	630,000
	700,000



d. 	At the beginning of 20x1, the Hoffman Group purchased office equipment at a cost of $330,000. The equipment was charged to the land account by mistake. The error was discovered in 20x5. The equipment belongs to Class 8 – 20%.  Its useful life was estimated to be 10 years with no residual value.

Required – 

Prepare all adjusting journal entries for the above.


Question 6 – Statement of Cash Flow

The Hiller Company’s partial comparative balance sheet at December 31, 20x5 is as follows:
	
	20x5
	20x4

	Bonds payable, 6%
	?
	$31,912,234

	Convertible bonds payable, 7%
	9,891,524
	19,759,924

	Preferred Shares, 4%, cumulative and fully participating
	20,000,000
	20,000,000

	Common Stock
	65,000,000
	42,782,000

	Contributed Surplus – Conversion Rights
	?
	850,000

	Contributed Surplus – Stock Options
	1,210,000
	1,340,000

	Contributed Surplus – Stock Repurchases
	?
	3,600,000

	Retained Earnings
	?
	58,780,000



Additional Information – 
1.	The 6% bonds payable were issued on December 31, 20x0 and mature on December 31, 20x20. The face value of the bonds is $30,000,000 and interest is paid on June 30 and December 31 of every year. 
2.	The 7% convertible bonds were issued on December 31, 20x2 and mature on December 31, 20x12. The face value of the bonds at the beginning of the year is $20,000,000 and interest is paid on June 30 and December 31 of every year. On the date of issue, bonds with a similar risk were yielding 7.2%.  On July 2, 20x5, one half of the bonds were converted into 1,500,000 common shares (see item 5 below).
3.	The last time a preferred share dividend was paid was on December 31, 20x2.
4.	The company operates a stock option plan for senior executives. There were 350,000 stock options outstanding at the beginning of the year. 
5.	Common share transactions in 20x5 were as follows (there were 8,700,000 common shares outstanding at the beginning of the year):
		Feb 1, 20x5	1,200,000 common shares issued for $8,500,000
		Jun 1, 20x5	800,000 common shares are repurchased at $12/share	
		July 2, 20x5	1,500,000 common shares are issued on conversion of 
bonds Payable
		Sep 1, 20x5	200,000 of the stock options outstanding at the beginning 
of the year were exercised at an option price of $5.
		Oct 31, 20x5	900,000 common shares were issued for cash
6.	On December 31, 20x5, the company declared and paid a dividend of $0.50 to common shareholders along with the required dividend to preferred shareholders.

Required – 
a.	Assuming that the interest expense for year amounted to $5,700,000, what is the cash paid for interest?
b.	What is the compensation expense related to the stock option plan accrued during the year?
c.	Prepare the financing section of the Statement of Cash Flow.
SOLUTIONS

Short-Answer Questions
	a.
	Total compensation expense: $320,000 x 170/200
	
	$272,000

	
	Less 20x5 compensation expense:
	
	

	
	    $320,000 x 180/200 x ½
	
	144,000

	
	
	$128,000



	b.
	Deferred revenues = 16,000,000/10,000 x 60% x $70 = $67,200   

	
	Revenues generated on redemptions = 4,600,000/10,000 x $100 = $46,000  

	
	Total revenues = $16,000,000 – 67,200 + 46,000 = $15,978,800  

	
	Balance in deferred revenues = $67,200 – (4,600,000/10,000 x $70) = $32,200



	c.
	
	SARS Liability
	

	
	
	
	
	20x2 Expense:

	
	
	
	
	    (400 – 30 – 20) = 350

	
	
	
	1,137,500
	    350 x 200 x $32.50 x 1/2

	
	20x3 Cash Out:
	
	
	        

	
	    175 x 200 x $35
	1,225,000
	1,410,000
	20x3 Expense

	
	
	
	
	

	
	
	
	1,322,600
	20x3 Liability:

	
	
	
	
	    (400 – 30 – 25 – 175)

	
	
	
	
	     170 x 200 x $38.90  



	(d)
	Carrying value of the bonds on Dec 31, 20x0:

	
	    N = 30    I/Y= 3   PMT = 280,000   FV = 10,000,000

	
	    PV = 9,607,992  

	
	

	
	Amount allocated to contributed surplus = $9,800,000 – 9,607,992 = $192,008

	
	

	
	Carrying value of the bonds on Dec 31, 20x5:

	
	    N = 20    I/Y= 3   PMT = 280,000   FV = 10,000,000

	
	    PV = 9,702,451

	
	

	
	Increase on common share account: ($9,702,451 + 192,008) x 40% = $3,957,783





	(e)
	Warranty expense for 20x8 = 

	
	    $22,175 Opening WL balance + 82,125 Warranty expense for 20x6-x7 
        – 89,435 Warranty Costs incurred – 51,990 Ending W/L balance = $37,125  

	
	20x8 Sales = $37,125 / 0.045 = $825,000   



	(f)
	Present obligation as a result of a past obligating event – The obligating event is the contamination of the land because of the virtual certainty of legislation requiring cleaning up. 

An outflow of resources embodying economic benefits in settlement – Probable.  

Conclusion – A provision is recognised for the best estimate of the costs of the clean-up  



	(g)
	Current Service Cost
	
	$1,300,000

	
	Accrued interest on DBO: $6,800,000 x 6%
	
	408,000

	
	Actual return on plan assets
	
	(550,000)

	
	Actuarial revaluation: $6,800,000*1.06 + 1,300,000 – 850,000 = 7,658,000 – 7,500,000
	
	
(158,000)

	
	
	
	$1,000,000




Question 1

	a.
	Defined benefit Obligation
	
	

	
	    Beginning balance
	
	$85,000,000

	
	    Accrued interest @ 5%
	
	4,250,000

	
	    Current service cost 
	
	6,500,000

	
	    Benefits paid
	
	(5,700,000)

	
	    Actuarial revaluation
	
	(2,550,000)

	
	
	
	$87,500,000

	
	
	
	

	
	Plan Assets
	
	

	
	    Beginning balance
	
	$62,000,000

	
	    Expected return @ 7%
	
	4,340,000

	
	    Contributions
	
	10,000,000

	
	    Benefits paid
	
	(5,700,000)

	
	    Experience gain
	
	5,360,000

	
	
	
	$76,000,000

	
	
	
	

	b.
	Pension expense – service cost
	
	6,500,000
	

	
	    Pension account
	
	
	6,500,000

	
	
	
	
	

	
	Pension Account
	
	90,000
	

	
	    Pension expense – net interest
	
	
	90,000

	
	
	
	
	

	
	Pension Account
	
	10,000,000
	

	
	    Cash
	
	
	10,000,000

	
	
	
	
	

	
	Pension Account
	
	7,910,000
	

	
	    OCI 
	
	
	7,910,000

	
	$2,550,000 + 5,360,000
	
	
	






Question 2

	a.
	[BGN]  N = 20, I = 8, PV = 75,000,000, FV = -25,000,000

	
	CPT PMT = $6,527,232   

	
	

	b.
	Lease term / Economic life = 20/25 = 80%     

	
	

	
	PV of MLP = [BGN] N = 20, I = 8, PMT = 6,527,232    

	
	CPT PV = $69,212,152

	
	

	
	As a % of fair value = 69,212,152 / 75,000,000 = 92%    

	
	

	
	Should be classified as a finance lease.  

	
	

	c.
	Dec 31, 20x1
	Oil Tanker under finance lease
	$69,212,152
	

	
	
	    Cash
	
	$6,527,232

	
	
	    Lease obligation
	
	62,684,920

	
	
	
	
	

	
	
	Prepaid maintenance expense
	750,000
	

	
	
	    Cash
	
	750,000

	
	
	
	
	

	
	Dec 31, 20x2
	Interest expense 
    ($62,684,290 x 8%)
	
5,014,743
	

	
	
	Lease obligation
	1,512,489
	

	
	
	    Cash
	
	6,527,232

	
	
	
	
	

	
	
	Maintenance expense
	750,000
	

	
	
	    Cash
	
	750,000

	
	
	
	
	

	
	
	Depreciation expense
	3,460,608
	

	
	
	    Accumulated Depreciation
	
	3,460,608

	
	
	$69,212,152 / 20
	
	




Question 3

Basic EPS Calculations

Weighted Average Number of Shares – 

	# of shares outstanding at beginning of year: 
		[(3,000,000 + 50,000) / 2] – 200,000 = 1,325,000

	Shares outstanding at beginning of year
	1,325,000

	Apr 1 issue: 200,000 x 9/12
	150,000

	Jun 1 Stock Split: 1,325,000 + (200,000 x 9/12)
	1,475,000

	Oct 1 retirement: 50,000 shares x 3/12
	(12,500)

	Weighted average number of common shares
	2,937,500



	Preferred Dividends
	

	    Cumulative preferred shares: $25,000,000 x 5%
	$1,250,000

	    Declared dividends on non-cumulative preferred shares: 
        $10,000,000 x 7%
	
700,000

	
	$1,950,000



Basic EPS = ($13,500,000 – 1,950,000) / 2,937,500
= $11,550,000 / 2,937,500
= $3.93


Diluted EPS

Incremental impact of convertible bonds:

Book value of bonds, Jan 1, 20x5:
	N = 15, I = 2.4, PMT = 280,000, FV = 10,000,000, Solve for PV = $10,498,918

Book value of bonds, December 31 20x5:
	N = 13, I = 2.4, PMT = 280,000, FV = 10,000,000, Solve for PV = $10,442,193

Amortization of premium, 20x5: $10,498,918 – 10,442,193 = 56,725

Interest expense = ($280,000 x 2) – 56,725 = $503,275

Incremental impact = ($503,275 x 0.6) / (10,000,000/1,000 x 40 x 2)
= 301,965 / 800,000
= 0.38


Incremental impact of preferred shares:

	$1,250,000 / (100,000 x 2 x 2)
	= $1,250,000 / 400,000
	= $3.125

Impact of Options

	Serties G options: 400,000 – (400,000 x 12 / 18) = 133,333

	Series H options are out of the money and therefore antidilutive.


Calculation of Diluted EPS – 

	
	Numerator
	Denominator
	EPS

	Basic EPS
	$11,550,000
	2,937,500
	$3.93

	Options
	
	133,333
	

	
	11,550,000
	3,070,833
	$3.76

	Bonds
	301,965
	800,000
	

	
	$11,851,965
	3,870,833
	$3.06



Preferred shares are excluded because they are antidilutive.

Diluted EPS = $3.06


Question 4

	Current Portion
	
	
	

	
	
	
	

	Net income before taxes
	
	3,600,000 
	

	Permanent differences
	
	
	

	    Entertainment expenses: $120,000 x ½
	
	60,000 
	

	    Dividends
	
	(35,000)
	

	Timing differences
	
	
	

	    Depreciation expense
	
	560,000 
	

	    CCA
	
	(400,000)
	

	    Loss on disposal of PPE
	
	150,000 
	

	
	
	
	

	    Nondeductible expenses
	
	360,000 
	

	
	
	4,295,000 
	

	    Application of loss carryforward
	
	
	

	        $105,840 / 0.42
	
	252,000 
	

	Taxable income
	
	4,043,000 
	

	
	
	x 40%
	

	Current Portion
	
	1,617,200
	

	
	
	
	

	DIT Account @ December 31, 20x6:
	
	
	

	•  On NBV/UCC:
	
	
	

	        NBV: 4,200,000 Beg* - 560,000 Dep - 450,000 Disp
	
	3,190,000
	

	        UCC: $2,800,000 Beg - 400,000 CCA -300,000 Disp
	
	2,100,000 
	

	
	
	1,090,000
	

	       * 2,800,000 + (588,000 / 0.42)   
	
	x 40%
	

	
	
	436,000 
	cr.

	•  On nondeductible expenses
	
	
	

	       $360,000 x 40%
	
	144,000 
	dr.

	
	
	$292,000 
	cr.

	
	
	
	

	DIT expense = $482,160 cr. - 292,000 cr.
	
	$190,160
	cr.



dr. I/T expense	1,427,040
dr.DITL 		190,160
cr. I/T payable			1,617,200


Question 5

	a.
	Warranty liability
	$75,000
	

	
	    Warranty expense
	
	$75,000

	
	Reduction of the balance of the W/L account: $7,500,000 x 1%  

	
	
	
	

	b.
	Change in estimate - 
	
	

	
	
	
	

	
	NBV of building based on original estimates at Jan 1, 20x5
	
	

	
	     $1,000,000 / 40 x 37 = $925,000
	
	

	
	Depreciation on building in 20x5 should be:
	
	

	
	    ($925,000 – 700,000) / 8
	
	$29,375

	
	Depreciation expense taken in 20x5: $1,000,000 / 40
	
	25,000

	
	Increase in depreciation expense
	
	$  4,375

	
	
	
	

	
	Depreciation expense
	$4,375
	

	
	    Accumulated Depreciation
	
	$4,375

	
	
	
	

	c.
	Retained Earnings ($50,000 x .6)
	30,000
	

	
	Income taxes receivable  
	20,000 
	

	
	    Inventory
	
	50,000



	d.
	Office equipment
	$330,000
	

	
	    Land
	
	$330,000

	
	
	
	

	
	Retained earnings
	132,000
	

	
	    Accumulated depreciation
	
	132,000

	
	$330,000 / 10 x 4 years
	
	

	
	
	
	

	
	Income taxes receivable
	71,174
	

	
	    Retained earnings
	
	71,174

	
	UCC on equipment at December 31, 20x4:
	
	

	
	    $330,000 x 0.9 x 0.803 = $152,064
	
	

	
	Income taxes receivable = $330,000 – 152,064
= 177,936 x 40% = $71,174
	
	

	
	
	
	

	
	Retained Earnings
	18,374
	

	
	    DIT Account
	
	18,374

	
	NBV = $198,000; UCC = $152,064
	
	

	
	DIT Account = $45,936 x 40% = 18,374
	
	

	
	
	
	

	
	Depreciation expense
	33,000
	

	
	    Accumulated depreciation
	
	33,000





Question 6

	a.
	6% Bonds Payable – 


	
	Yield to maturity on the 6% Bonds payable:

	
	    N = 32   PV = -31,912,234    PMT = 900,000   FV = 30,000,000

	
	    CPT I/Y = 2.7%    

	
	

	
	Bond balance @ December 31, 20x5 = 

	
	    N = 30   I = 2.7    PMT = 900,000   FV = 30,000,000

	
	    CPT PV = $31,834,458      

	
	

	
	Amortization of premium = $31,912,234 – 31,834,458 = $77,776    

	
	

	
	Convertible Bonds - 

	
	

	
	    Carrying value of bonds payable @ June 30, 20x5:

	
	        N = 15   I = 3.6    PMT = 700,000    FV = 20,000,000

	
	        PV = 19,759,924 x ½ = $9,885,641    

	
	

	
	     Amortization of discount for the year

	
	        = $19,759,924 – 9,885,641 – 9,891,523 = $17,240    

	
	

	
	Cash Paid for Interest = $5,700,000 + 77,776 Amort Premium – 17,240 Amort Disc = $5,760,536   

	
	

	b.
	Contributed Surplus – Stock options (beg)
	$1,340,000

	
	Conversions: $1,340,000 x 200,000 / 350,000
	(765,714)

	
	Contributed Surplus – Stock options (end)
	(1,210,000)

	
	Compensation expense       
	$635,714

	
	
	

	c.
	Common stock retirement - 
	

	
	
	

	
	    Book value per share = ($42,782,000 + 8,500,000) / (8,700,000 + 1,200,000)

	
	        = $51,282,000 / 9,900,000 = $5.18   

	
	

	
	Common stock (800,000 x $5.18)
	
	$4,144,000
	

	
	Contributed Surplus
	
	3,600,000
	

	
	Retained Earnings
	
	1,856,000
	

	
	    Cash (800,000 x $12)
	
	9,600,000

	
	
	
	



	
	Number of common shares = 8,700,000 + 1,200,000 – 800,000 + 1,500,000 + 200,000 
    + 900,000
    = 11,700,000  



	
	Dividend Distribution
	
	

	
	
	
	Preferred
	Common

	
	Arrears & Current yr: $20,000,000 x 4% x 3
	
	$2,400,000
	

	
	To common: $65,000,000 x 4%
	
	
	$2,600,000

	
	Participating dividend -
	
	
	

	
	    $2,485,294 x 20,000,000 / 85,000,000
	
	584,776
	

	
	    $2,485,294 x 65,000,000 / 85,000,000
	
	
	3,250,000

	
	
	
	$2,984,776
	$5,850,000

	
	
	
	
	

	
	
	
	

	
	Cash Flow from Financing - 
	
	

	    
	   Issue of common stock  ($8,500,000 Issue Feb 1 
        + 1,000,000 Conv SO  
        + 5,785,645 Issue – Oct 31 )
	
	$15,285,645

	
	   Repurchase of common stock
	
	(9,600,000)

	
	   Dividends paid
	
	(8,834,776)

	
	
	
	$1,347,764



